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Background 


T vear  the  Mayor  of  Boston,  the  Governor  of  the  Commonweal*  of 
Massachusetts,  the  Speaker  of  the  House,  and  the  President  of  the  Se^a‘e  agreed 
to  establish  a Pre-Development  Working  Group  to  examme  the  possibility  of 
constructing  a new  600,000  square  foot  convention  center.  &parate  legislahon 
Su*orizing  the  financing  and  construction  of  such  a center  has  passed  through 
the  SenateLd  the  House,  and  a joint  version  is  currently  bemg  hammered  out. 

All  maior  constituents  (the  City,  the  Commonwealth,  both  chambers  of  the 
Stoe)  mcognize  the  advantages  of  having  a convention  center  Accordmg 
to  the  Pre-Develimment  Working  Group,  the  convention  center  would  attract 
additional  tradeshows  and  conventions  that  cannot  fit  m the  Hynes,  there  y 
increasing  tourism,  creating  jobs,  spurring  additional  development,  and 
generally  improving  the  economic  status  of  the  City  and  the  Commonwealth. 

The  Boston  Municipal  Research  Bureau  presents  with  this  report  an  independent 
evalXn  of  the  tv^o  bills  currently  under  review.  The  Bureau  began  with  the 
premise  that  the  convention  center  is  an  important  and  worthwhile  mvestoe 
for  both  the  Commonwealth  and  the  City.  However,  we  also  beheve  that  the 
financine  of  the  center  must  not  interfere  with  either  the  City  or  the 
Smmonwealth's  ability  to  provide  essential  services  to  citize^.  Now  *at  b h 
the  House  and  the  Senate  have  passed  versions  of  'f 
financing  and  construction  of  a convention 

to  which  differences  between  the  bills  will  affect  the  City  and  the 
Commonwealth's  ability  to  finance  the  convention  center  without  utilizmg 
existing  revenues  earmarked  for  the  provision  of  other  services. 
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model  enabled  the  team  to  assess  the  assumptions  presented  in  the  Final  Report 
and  to  test  other  scenarios. 

It  is  the  assumption  of  the  Bureau  that  the  construction  of  a new  convention 
center  facility  is  in  the  best  interests  of  both  the  Commonwealth  and  the  City. 
This  report  does  not  address  the  relative  merits  of  this  project  versus  the  many 
other  worthy  uses  of  government  support. 

The  team  initially  took  a broad  approach,  examining  the  finances  of  both  the  City 
and  the  Commonwealth.  Early  analysis  of  the  Governor's  proposed  legislation 
indicated  that  bond  coverage  might  be  challenging  for  both  parties.  However, 
the  more  recent  House  and  Senate  versions  of  the  legislation  include  provisions 
that  make  the  financing  quite  secure  for  the  Commonwealth. 

Since  the  City's  financing  position  is  much  more  tenuous  than  that  of  the 
Commonwealth,  the  bulk  of  this  report  focuses  on  the  impact  of  the  differences 
between  the  House  and  Senate  versions  of  the  legislation  on  the  City's  ability  to 
finance  the  convention  center  without  utilizing  existing  revenues. 
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Executive  Summary 


Both  the  House  and  the  Senate  have  passed  versions  of  legislation  ^Ppro^mg  the 
construction  of  a new  convention  center.  This  convention  center  will  be  600  000 
square  feet  and  will  cost  between  $665  and  $709  million  to  construct  (dep^dmg 
on  whether  the  site  for  an  attached  convention  center  hotel  is  mcluded).  The 
House  and  Senate  versions  of  the  legislation  differ  on  three  mam  points  - the 
financing  mechanism  employed,  the  governance  mechamsm  established,  and  the 
go-ahead  or  project  triggers  utilized.  These  differences  will  need  to  be  resolved. 
The  most  critical  is  financing.  For  this  reason,  the  majority  of  this  report  is 
dedicated  to  this  issue. 


Exhbrti 
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' The  City  is  responsible  for  the  first  $157.8  million  in  site  acquisition  and 
’ The  Commonwealth  is  responsible  for  the  next  $47.2  million  in  site 
preparation  costs  as  well  as  construction 


The  Commonwealth's  financing  of  the  convention  center  is  sufficiently  secure 
confidently  proceed  with  this  project.  The  range  of  revenue  sources  proposed 
will  be  more^han  adequate  to  finance  the  Commonwealth's  commitments  and 


not  adversely  impact  its  debt  burden. 
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Exhbit2 


FINANCING  MECHANISM  FOR  COMMONWEALTH’S  SHARE  OF  BCEC  COSTS 


MCCA  operabng  deficit  in 
excese  of  tounwn  hmd 


1 MBGS  = meals,  beverage,  goods  and  sennces  2.  Boston  and  Cambridge  only  In  Senate  bill;  House  bill  also  irxduOesSpnngfield  and  Worcester 

3.  2 75%  in  House  bill;  2.3%  in  Senate  bill  4 Occupancyta*  currently  5.7%  but  can  be  raised  to  6.2%  5.  7%or  StOwhlcheveris  less  in  House  bill.  $9  in  Senate  bill 

6.  House  bill  only  7.  Establistimentsoper>edatter  7/1/97  only 


Source:  BCEC  legislation 


The  financing  mechanism  in  both  the  House  and  Senate  legislation  provides 
sufficient  funds  to  allow  successful  financing  of  the  project,  even  under  a 
reasonable  downside  scenario. 


Exhibit  3 


CONVENTION  CENTER  BALANCE  UNDER  DOWNSIDE  SCENARIO 

$ Millions 

Downside  scenario  - 20%  decrease  in  new  hotel  construction,  20%  Increase 
costs,  1%  increase  in  interest  rates,  20%  decrease  in  Hynes  and  Boston 
center  volume,  20%  increase  in  operating  costs  over  projections  in  Final 


Fund  balance 


Years 


Key  provisions  for 

• Up  to  40%  of 
convention  center 
financing  fee 
available  to  City  until 
6/30/02 

• $1  of  car/truck  rental 
tax  revenue  to  City 

• City  allowed  to  retain 
revenue  from  hotel 
parcels 
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This  is  primarily  due  to  air  iircrease  irr  the  room  occupancy  tax  to  establish  a 

^nvenLn  cenL  financing  fee,  the  creation  of  a convention  center^ 

district  and  the  addition  of  the  car  and  truck  rental  surcharge  (which  adds  $11 

million  annually).  Even  under  a downside  scenario  and  the 

escrow  account  with  125  percent  of  the  first  year  debt  requirement  m 2003,  the 

Commonwealth's  convention  center  fund  balance  remains  positive  and 

increasingly  grows  through  2012.  With  the  adoption  of  either  version  of  the 

legislatiol  of  a combination  of  both,  the  Commonwealth  will  have  more  than 

sufficient  new  revenue  available  to  meet  its  debt  service  obligation  with  respect 

to  the  convention  center.  As  a result,  the  Commonwealth's  overall 

with  the  rating  agencies  and  investors  should  not  be  adversely  impacted  by  the 

Legislature's  actions. 


FINANCING  MECHANISM  FOR  CUrS  SHARE  OF  BCEC  SITE  COSTS 
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Debt  service  on  first  $157.8  million  of  site 
acquisition  and  preparation  costs  plus  50%  ol 
costs  exceeding  $205  million 


Debt  servee  on  first  $157.8  million  of  site 
acquisibon  and  preparation  costs  plus  50%  of 
costs  exceeding$205  mllion 


Any  surplus  reverts  to  Ot/s  General  Fixid 


Any  surplus  reverts  to  Ot/s  General  Fixid 

• Hoteloccupsncvtaxci»rentfy40%buicsnb«rsi»«l«o45%  7.;*;.mf*>uMleaisl»t)onand2.3%inSenat»leg«lBtion 

••  r.r.n:  = Ccnvent»nc*.lerlin.r«ngt«;.  roomocax»rxnr»urch.rge»t.t2.75%mHoo«leguil«t»n. 


CCPF  = Convention  c«nter  hnanong  tee;  i 
Source  BCEC  legalaoon 


For  the  City,  the  finanemg  mechanisms  in  both  the  House  ""d  “ 

versions  of  the  legislation  ate  adequate  if  the  assumptions  m the  Fmal  Report 
regarding  costs  and  revenues  are  met.  After  a thorough  evaluahon,  these 
asfumptfons  appear  to  be  reasonable.  Nevertheless,  if  the  assumptions  m regard 
to  new^hotel  contraction,  site  acquisition  and  preparation  costs,  and 
fOtef  are  not  met,  the  City  will  be  required  to  tap  into  its  existmg  revenues^  Tffis 
risk  needs  to  be  minimized  through  the  adoption  of  key  provisions  m the  Sena 
Sof,  as  well  as  by  City  actions  that  could  help  ensure  adequate  new  hotel 

construction  and  optimal  use  of  the  hackney  license  revenue. 
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f Using  the  assumptions  in  the  Final  Report,  the  financing  mechanism 
is  adequate.  Legislation  from  both  the  House  and  the  Senate  requires 
the  City  to  finance  the  majority  of  site  acquisition  and  preparation  costs. 
Both  versions  require  the  City  to  create  a "room  occupancy  fund"  to 
finance  the  debt  service,  which  is  primarily  funded  by  occupancy  taxes 
on  new  hotel  construction.  New  tax  revenues  to  the  City  will  exceed 
outlays  if  the  projections  in  the  Final  report  are  met.  However, 
successful  financing  also  entails  an  opportunity  cost  to  the  City  as  most 
of  the  new  hotel  taxes  and  all  of  the  proceeds  from  the  sale  of  hackney 
licenses  would  accrue  to  the  City  even  if  the  convention  center  were  not 
built. 

^ However,  the  City  is  at  risk  of  using  its  existing  revenues,  particularly 
under  the  House  version 

• New  hotel  construction  projections  are  the  most  critical  factor  for 
revenues:  a 20  percent  decrease  in  the  number  of  new  hotels 
constructed  would  bring  the  City  very  close  to  a negative  balance  in 
the  occupancy  fund.  Site  acquisition  and  preparation  costs,  as  well 
as  interest  rates,  are  two  other  important  factors. 

• The  City  is  more  likely  to  tap  into  existing  revenues  under  the  House 
legislation  because  it  relies  more  heavily  on  new  hotel  occupancy 
taxes,  and  it  exposes  the  City  to  the  cost  of  any  overruns  in  site 
acquisition  and  preparation  costs.  In  addition,  the  Senate  version 
includes  sources  of  revenue  not  included  in  the  House  version. 

BdibrtS 


ROOM  OCCUPANCY  FUND  BALANCE  UNDER  DOWNSIDE  SCENARIO 

$ Millions 


House  legislation*  Senate  legislation 

Fund  balance  gage  Fund  balance 


' AasuimsCityniMaocajp«ncytmxto4.5% 
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The  Commonwealth  and  the  City  can  take  actions  that  lower  the  ns 
to  the  City  without  creating  significant  risk  for  the  Commonwealth 
The  Commonwealth's  financing  is  sufficiently  secure  to  allow  adop 
of  key  provisions  in  the  Senate  version  to  lower  the  City  s risk  and  to 
ensure  Ae  successful  financing  of  the  project.  Therefore  the  Legislature 
should  adopt  a final  bill  that  includes  the  provision  which  grants  the 
City  a share  of  the  new  tax  on  car  and  truck  rentals  and/or  the 
provision  wWch  authorizes  the  City  to  retain  revenue  from  the  lease  of 
hotel  parcels.  The  final  bill  should  also  adopt  the  standards  m the 
Senate  version  concerning  the  building  of  new  hotels  that  ""st  be  me 
before  the  convention  center  project  is  authorized  to  proceed.  At  the 
same  time,  the  City  should  consider  usmg  the  hackney  license  avenue 
as  a reserve  to  protect  against  early-year  financing  gaps.  It  should  also 
take  actions  to  improve  the  likelihood  that  new  hotel  construction 


meets  projections. 
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SETTING  THE  STAGE:  THE  BOSTON  CONVENTION  CENTER  AND 
EXHIBITION  CENTER 


The  House  and  the  Senate,  in  their  respective  legislative  versions  (H4747  and 
S1911),  authorize  the  building  of  a new  Boston  Convention  and  Exhibition 
Center  (BCEC)  of  600,000  square  feet  to  be  located  in  South  Boston.  The  main 
thrust  of  both  bills  is  similar,  but  a few  key  differences  remain  that  need  to  be 
resolved  by  House  and  Senate  leadership  and  in  Conference  Committee.  Both 
the  House  and  the  Senate  versions  of  the  legislation  cover  the  same  main  points. 
The  Commonwealth  and  the  City  of  Boston  will  jointly  finance  the  BCEC  with 
the  Commonwealth  responsible  for  the  funding  of  the  facility  and  the  City 
primarily  responsible  for  site  acquisition  and  preparation.  Minimum  numbers  of 
new  hotel  rooms  to  be  built  are  seen  as  "triggers"  for  the  beginning  of 
construction.  Finally,  the  Massachusetts  Convention  Center  Authority  (MCCA) 
will  own  and  operate  the  convention  center  along  with  the  Hynes  Convention 
Center.  There  are  additional  differences  between  the  two  bills  regarding 
Worcester  and  Springfield.  This  report  is  limited  to  a description  of  the 
legislation  as  it  affects  the  convention  center  in  Boston.  Sections  in  the  House 
and  the  Senate  legislation  involving  Worcester  and  Springfield  are  excluded. 

The  House  and  the  Senate  legislation  differ  on  three  main  points  - the  financing 
mechanism  employed,  the  project  triggers  utilized,  and  the  governance 
mechanism  established. 

1 Financing  the  BCEC.  The  total  cost  of  the  convention  center  is 

estimated  at  $665  million  under  the  House  legislation  and  $709  million 
under  the  Senate  legislation.  Site  acquisition  costs  are  higher  under  the 
Senate  legislation  as  it  includes  five  parcels  of  land  facing  Summer 
Street  not  included  in  the  House  legislation.  The  City  is  responsible  for 
the  first  $157.8  million  in  site  acquisition  and  preparation  costs  in  both 
bills.  The  Commonwealth  is  responsible  for  the  next  $47.2  million  and 
both  split  the  costs  over  $205  million,  up  to  $25  million  each.  The 
facility  construction  expenses  to  be  funded  by  the  Commonwealth  are 
estimated  at  $535  million. 

The  financing  mechanisms  established  in  both  bills  attempt  to  support 
the  debt  incurred  for  the  BCEC  project  by  the  Commonwealth  and  City 
through  new  revenues  not  currently  realized.  New  hotel  rooms 
represent  an  important  new  source  of  revenue  for  this  project  but  much 
more  so  for  the  City  than  for  the  Commonwealth. 
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Commonwealth  funding:  A "convenhon  center  tod 
to  which  a variety  of  new  revenues  are  ,he 

center  expenditures  funded  by  the  Commonwealth.  As  part  ^ 
financing  mechanism,  a "convention  center  fmance  dishict 
Sablished  covering  much  of  the  South  Bosto/waterhon^^^^ 
proximate  to  the  project  site  and  up  just  past  Fort  Ch^  ' 
Revenues  allocated  to  the  convention  center  fund  mclude  the 

following: 

- The  Commonwealth's  5.7  percent  room  occupancy  tax  horn 
existing  and  new  hotel  rooms  in  the  convention  center  fmance 
district  New  hotel  rooms  are  defined  as  those  that  hrst  opene 
for  patronage  on  or  after  July  1, 1997. 

- The  5.7  percent  from  new  hotel  rooms  in  Boston  outside  of  the 

finance  district  and  in  Cambridge. 

- A "convention  center  excise"  is  established  by 
room  occupancy  tax  by  2.75  percent  in  the 

equivalent  "convention  center  financmg  fee  m the  Senate 
legislation  increases  the  excise  by  2.3  percent. 

- Meals  beverage,  and  sales  taxes  generated  in  the  finance  district 
and  in  new  hotels  in  Boston  and  Cambridge.  These  taxes  are  no 
being  increased,  rather  receipts  collected  in  the  finance  distric  ar 
earmarked  for  the  convention  center  tod. 

- A surcharge  on  sightseeing  and  entertainment  vehicles. 

- A car/truck  rental  surcharge. 

- A parking  surcharge  at  the  convention  center  garage. 

These  special  receipts  are  included  in  both  the  House  and  the 
S^ate  legislation,  but  some  differences  exist  ^ 

scope.  For  example,  in  the  House  legislation,  the  car  and  truck 
rental  surcharge  is  seven  percent  of  each  contract  up  to  a 
maximum  of  $10.00  per  vehicle  contract  m Boston  a 
Cambridge.  In  the  Senate  legislation,  this  surcharge  is  $ • p 

vehicle  contract  in  Boston  only.  In  addition,  the  Senate  bill 
allocates  $1.00  of  the  surcharge  to  the  Room 
Fund  to  be  used  by  the  City  of  Boston  while  the  House 

not. 

When  the  increase  of  the  room  occupancy  tax  of  2.3  percent  m the 
“legislation  and  2.75  percent  in  the  House  legislation  is 

10 
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added  to  the  Commonwealth's  5.7  percent  and  the  City  of 
Boston's  four  percent,  the  total  room  occupancy  tax  imposed  in 
Boston  would  be  12  percent  and  12.45  percent  respectively. 

As  a protection  for  the  Commonwealth,  the  House  and  Senate 
legislation  provide  for  a shelf  tax  that  would  allow,  under  certain 
conditions,  the  Commonwealth's  room  occupancy  tax  to  increase. 
The  House  legislation  authorizes  the  excise  to  increase  up  to  14 
percent  and  the  Senate  legislation  allows  an  increase  of  up  to  13.5 
percent  but  limits  the  increase  to  Boston  hotels  only. 

• City  funding:  The  City  of  Boston's  financing  mechanism  for  the 
funding  of  its  debt  for  the  acquisition  and  preparation  of  the  site 
provides  for  the  establishment  of  a Room  Occupancy  Excise  Fund. 
Receipts  allocated  to  this  fund  in  both  legislative  versions  include  the 
following: 

- The  City's  four  percent  of  the  room  occupancy  excise  for  existing 
and  new  hotels.  Funds  from  the  excise  not  required  in  any  fiscal 
year  may  be  deposited  in  the  City's  general  fund. 

- Proceeds  from  the  sale  of  260  hackney  licenses  which  is  expected 
to  generate  approximately  $21  million. 

- Receipts  from  the  Commonwealth's  convention  center  fund  to 
make  up  the  difference  between  the  City's  receipts  from 
occupancy  taxes  on  new  hotels  and  the  interest  on  the  City  s bond 
anticipation  notes  until  June  30,  2002.  No  more  than  40  percent  of 
the  convention  center  fund  receipts  from  Boston  hotels  can  be 
pledged  to  the  City. 

The  intent  of  this  financing  mechanism  is  to  fund  the  City's  site 
acquisition  and  preparation  capital  expenses  from  new  revenues 
and  not  rely  on  its  existing  revenue  base.  That  means  that  the 
City  will  depend  on  occupancy  excise  receipts  from  new  hotels  so 
that  the  receipts  from  the  four  percent  from  existing  hotels  can 
continue  to  be  used  for  general  fund  operations.  Use  of  the 
convention  center  fund  receipts  helps  the  City  with  its  early  debt 
service  costs  until  more  new  hotels  are  built.  Both  legislative 
versions  also  authorize  the  City  to  increase  its  room  occupancy 
excise  from  four  percent  to  4.5  percent  if  necessary. 

The  major  difference  between  the  House  and  Senate  legislation 
with  regard  to  the  Room  Occupancy  Excise  Fund  is  that  in  the 
Senate  bill  $1.00  from  the  car  and  truck  rental  surcharge  is 
allocated  to  this  fund  for  the  City's  use.  The  House  bill  does  not 
include  this  provision. 


BO-ZXW.267/970916BasVRl 


11 


Another  key  difference  involving  funding  sources  for  the  City  is 
the  size  of  the  site  and  the  City's  ability  to  generate  revenue 
through  leasing  parcels  on  the  site.  As  noted  above,  the  Senate 
legislation  includes  five  parcels  of  land  for  the  convention  center 
site  that  were  excluded  in  the  House  legislation.  The  City  ha 
considered  retaining  ownership  of  some  of  these  parcels  the 
intent  of  leasing  the  parcels  for  a convention  center  hotel.  The 
lease  revenues  would  help  the  City  defray  its  convention  center 

debt  service  costs. 

H Hotel  triegers:  The  House  and  Senate  bills  have  different  standards 
concerning  the  building  of  new  hotel  rooms  that  mu^be  met  before  the 
convention  center  project  is  authorized  to  proceed.  These  "triggers  are 
intended  to  insure  that  the  fvmdmg  of  the  project  is  vi^le  before  ei 
the  Commonwealth  or  City  commits  to  its  financing.  The 
Commonwealth's  abiUty  to  finance  its  obligations  is 
on  the  construction  of  new  hotel  rooms  than  the  City.  The  City 
reliant  on  new  hotel  rooms  for  65  to  85  percent  of  its  total  revenues  for 
land  acquisition  and  preparation  costs.  The  City  is  more  dependent  on 
new  hotel  rooms  under  the  House  bill  because  fewer  non-hotel  revenue 
sources  are  authorized  than  under  the  Senate  bill. 

The  House  legislation  requires  that  as  of  June  30, 1998,  no  less  than 
2 800  new  hotel  rooms  be  subject  to  the  room  occupancy  excise  m 
Boston  and  Cambridge  or  be  scheduled  to  be  m f 
December  31, 2000.  Also  on  June  30, 1998,  a marketability  study  must 
be  submitted  that  gives  assurance  that  before  the  convmtion 
begins  operations,  4,800  new  rooms  will  be  available.  C»n  June  30, 1998, 
the  developers  of  the  planned  hotels  must  present  a financing 
commitment  letter  from  a recognized  lender  for  these  hotels  which  may 

not  be  built  until  2000  or  later. 

The  Senate  legislation,  on  the  other  hand,  requires  that 
a market  study  must  be  prepared  showing  that  not  less  than  2,500  new 
Ltel  rooms  will  be  in  service  in  Boston  and  Cambridge  by  the  time  the 
convention  center  opens  for  operation. 

Non-hotel  triggers  in  both  bills  require  approval  of  a convention  center 
development  plan  by  the  Mayor  and  City  Council,  ° 

amount  of  special  receipts  tied  to  first-year  debt  service  ^ ‘ 
convention  center  fund  by  June  30, 1998  and 
restructured  MCCA's  net  loss  from  operations  will  not  exceed  $ 
mniinn  before  applying  Tourism  Fund  proceeds. 
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I % Governance:  The  House  and  Senate  agree  that  the  MCCA  should  own 

• and  operate  the  new  convention  center  along  with  the  Hynes 

Convention  Center  and  the  Boston  Common  Parking  Garage. 

I However,  the  respective  bills  of  the  two  branches  disagree  about  the 

structure  of  the  MCCA  Board  and  the  accountability  of  the  Chief 
Executive  Officer.  The  Senate  legislation  is  satisfied  with  the  current 
governance  structure  of  the  MCCA.  The  Board  consists  of  seven 
members  with  four  appointed  by  the  Governor  and  two  by  the  Mayor 
of  Boston.  The  Treasurer  of  the  Commonwealth  serves  as  Chairman. 
The  Executive  Director  is  appointed  by  the  Board  to  serve  as  Chief 
Executive  Officer  of  the  Authority.  The  salary  of  the  Executive  Director 
is  set  by  the  Board  but  cannot  be  reduced  without  his  consent.  The 
Executive  Director  has  secure  tenure  since  he  can  only  be  removed  for 
cause  after  public  notice  and  hearing. 

The  House  legislation  proposes  a new  board  structure  of  IT  members  of 
which  seven  are  appointed  by  the  Governor  and  two  by  the  Mayor  of 
Boston.  Also,  the  Massachusetts  Secretary  of  Administration  and 
Finance  and  the  City's  Chief  Financial  Officer  are  Ex  Officio  members. 
The  Chair  would  be  selected  by  the  Governor  from  among  the  11 
members  with  the  approval  of  the  Mayor.  The  MCCA  Board  would 
appoint  a Chief  Executive  Officer  who  would  serve  at  the  pleasure  of 
the  MCCA  and  be  accountable  to  the  Board.  The  House  legislation  also 
provides  that  the  tenure  of  the  present  Executive  Director  of  the  MCCA 
would  not  be  affected  by  the  act  but  that  the  same  person  could  not 
serve  as  Chief  Executive  Officer  and  Executive  Director  simultaneously. 
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FINAL  REPORT  ASSUMPTIONS  FOR  COST  AND  REVENUE  MAKE 
THE  FINANCING  MECHANISM  ADEQUATE 


Under  both  the  House  and  the  Senate  versions  of  the  legislation  for  a new 
mnvention  center  the  City  will  be  responsible  for  the  majority  of  the  site 
acquisition  and  preparation  costs.  To  pay  for  the  debt  service  on  these  costs,  the 
City  has  committed  itself  to  dedicating  all  new  hotel  occupancy  tax  revenue 
accrued  from  hotels  constructed  after  1997.  Given  the  hotel  constructs 
rroiections  from  the  Final  Report  and  a stable  mterest  rate  environment  this 
revenue  should  sufficiently  cover  debt  service  on  the  City's 
acquisition  and  preparation  costs.  At  the  same  time,  while  the  hotel  occupancy 
tax  revenues  from  new  hotel  construction  used  to  finmce  the  convention  cen  e 
are  technically  "new"  (in  that  they  are  additional  to  the  current  budgete 
reveLs),  they  would  have  accrued  to  the  City  even  without  the  construction  of 
a convention  center.  They,  therefore,  represent  an  opportunity  cost. 


Projected  new  revenues  are  adequate  to  cover  the  City's 
estimated  costs 

Both  versions  of  the  legislation  require  the  City  to  establish  a "room  occupancy 
fund  " The  main  source  of  new  revenues  into  this  fund  are  hotel  occupancy 

taxes  on  new  hotel  construction  in  Boston.  b^TOU  Revenues 

construction  of  3,717  hotel  rooms  in  Boston  by  2003  and  8,158  by  2012. 
derived  from  occupancy  taxes  on  these  hotels,  combmed  with  the  additional 
sources  of  revenue  provided  in  the  legislation,  should  be  sufficient  to  mee 
outlays  if  cost  projections  are  accurate  and  mterest  rates  remam  sta  e. 

% Under  both  versions  of  the  pending  legislation,  the  City's  main  source 
of  revenue  is  its  four  percent  hotel  occupancy  tax  on  new  hotels- 
hotel  construction  is  projected  to  increase  with  an  additional  3,717  ho 
rooms  coming  on  line  in  2003  and  8,158  in  2012. 

T Revenues  of  $20.8  million  are  expected  to  be  generated  from  the  sale  of 
Sey  liceLs.  Under  the  Senate  version  of  the  proposed  legislation, 
the  City  would  receive  an  additional  $1.3  million  aimually  from  its 
share  of  the  new  tax  on  car  and  truck  rentals,  as  well  as  $2  million 
annually  from  the  lease  of  the  hotel  parcels. 

n Finally,  the  Commonwealth  has  pledged  to  assist  the  ^^*7  with  interest 
payments  until  2002.  The  Commonwealth  will  make  up  the  differ 
bXen  thTcity's  revenues  from  occupancy  taxes  on  new  hotels  and 
the  total  interest  payments  required  from  the  City  so  long  as  that  does 
not  exceed  40  percent  of  the  revenues  from  the  convention  center 
S^anc  hotels.  The  Senate  legislation  does  not  mclude 
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the  City's  share  of  revenues  from  the  new  tax  on  car  and  truck  rentals 
when  determining  the  amount  of  assistance  from  the  Commonwealth. 

These  new  sources  of  revenue  will  be  sufficient  to  meet  outlays  if  the  Final 
Report  projections  on  new  hotel  construction  are  accurate,  if  site  acquisition  and 
preparation  costs  come  in  as  projected,  and  if  the  interest  rate  environment 
remains  stable. 


There  is  an  opportunity  cost  to  the  City 

Most  of  the  new  hotel  construction  projected  in  the  Final  Report  results  from 
increases  in  "baseline"  demand  rather  than  from  the  demand  generated  from  a 
new  convention  center.  Revenues  derived  from  occupancy  taxes  on  these 
"baseline"  hotels,  as  well  as  revenues  from  the  sale  of  hackney  licenses,  would 
accrue  to  the  City  even  if  the  convention  center  was  not  built.  Use  of  these 
revenues  to  finance  the  convention  center  represents  an  opportunity  cost  to  the 
City  which  must  be  balanced  against  the  projected  benefits. 

^ Over  4,300  new  hotel  rooms  are  projected  to  be  built  in  Boston  by  2012 
as  a result  of  "baseline"  increases  in  hotel  room  demand,  while  3,800 
hotel  rooms  are  projected  to  be  constructed  as  a result  of  the  demand 
generated  by  a new  convention  center.  Currently,  483  hotel  rooms  are 
under  construction  and  1,189  rooms  have  been  approved  by  the  BRA. 

^ Revenues  from  these  "baseline"  hotel  rooms,  and  from  the  sale  of  the 
hackney  license  revenues,  are  required  for  the  successful  financing  of 
the  convention  center  and,  therefore,  represent  an  opportunity  cost  to 
the  City. 

1 This  opportunity  cost  should  be  balanced  against  the  significant 
financial  and  non-financial  benefits  of  a new  convention  center  to  the 
City. 


The  planned  issuance  of  tax-exempt  debt  to  finance  the 
City's  portion  of  the  Convention  Center  should  not  have 
a material  impact  on  the  City  of  Boston's  credit  rating 

The  City  is  expected  to  borrow  approximately  $130  million  under  the  House 
legislation,  and  approximately  $157.8  million  under  the  Senate  legislation  for  site 
acquisition  and  preparation  costs.  In  either  case,  the  City  expects  to  sell  a 
combination  of  Bond  Anticipation  Notes  (BANs)  and  long-term  revenue  bonds 
to  fund  these  costs. 
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SI  Under  both  the  House  and  Senate  versions  of  the  legislation,  the  City 
will  pay  the  interest  costs  associated  with  the  BANs  from  revenues  from 
occupancy  taxes  on  new  hotels  with  the  balance  funded  by  the 
Commonwealth  until  June  30,  2002. 

^ The  final  security  structure  for  the  City's  bonds  has  not  yet  been 
determined.  However,  it  is  expected  that  the  revenue  bonds  will  be 
secured  by  a combination  of  new  tax  revenues,  reserves,  and  some  form 
of  credit  enhancement  from  the  City. 

1 The  City's  strong  credit  position,  coupled  with  new  revenue  streams 
which  will  be  either  directly  or  indirectly  allocated  to  the  bond  issue, 
should  provide  the  rating  agencies  with  sufficient  comfort  that  the 
project's  debt  service  will  not  have  a material  impact  on  the  City  s 
direct  debt  burden. 

1 Assuming  a stable  interest  rate  environment,  the  annual  debt  service 
obligation  of  the  City  for  the  project  will  average  between  $10.5  million 

and  $14  million. 


THE  CITY  IS  AT  RISK  OF  USING  EXISTING  REVENUES  IF 
ASSUMPTIONS  ARE  NOT  MET 


While  the  Final  Report  projects  everything  from  convenhon  center  attendance  o 
multiplier  effects  in  the  Massachusetts  economy,  only  three  variables  will 
significantly  impact  the  City's  ability  to  finance  the  project.  Those  three  factors 
ar^  (1)  new  hotel  construction;  (2)  interest  rates;  and  (3)  total  site  acquisition  an 
preparation  costs.  Of  these,  new  hotel  construction  will  have  the  largest  impact, 
with  the  caveat  that  in  the  House  version  of  the  bill,  site  acquisition  and 
preparation  costs  also  play  an  important  role.  Moreover,  given  key  differences 
in  she  size  and  revenue  sources  between  the  House  and  Senate  bills,  the  Oty 
risk  of  using  existing  sources  of  revenue  under  the  House  legislation,  but  not 
under  the  Senate  bill. 


New  hotel  construction  is  the  critical  factor 

Importantly,  a 20  percent  variance  in  hotel  demand  would  bring  the  City  close  to 
usL  its  existing  Revenues.  This  is  particularly  true  m the  House  legislation 
because  it  does  not  include  supplementary  sources  of  revenue. 
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^ The  Final  Report  projects  that  3,717  new  hotel  rooms  will  be  built  in 
Boston  before  2003.  Given  that  there  are  currently  483  hotel  rooms 
under  construction,  1,189  approved  by  the  BRA,  and  an  additional  2,145 
proposed  to  be  constructed,  this  seems  like  a reasonable  estimate. 

1 However,  the  Pioneer  Institute  and  others  have  questioned  the  total 
amount  of  new  hotel  construction  that  will  take  place.  This  is 
particularly  important  because  the  financing  is  quite  sensitive  to 
changes  in  the  number  of  new  hotel  rooms.  A 20  percent  decrease  in 
new  hotel  construction  would  result  in  a room  occupancy  fund  balance 
in  2003  of  $8  million  under  the  Senate  legislation  and  only  $50,000 
under  the  House  legislation. 

^ The  House  legislation  is  much  more  sensitive  to  changes  in  the  number 
of  hotel  rooms  because  the  Senate  legislation  includes  the  protection  of 
additional,  non-hotel  based  sources  of  income  (i.e.,  the  lease  of  the 
convention  center  hotel  land  and  the  first  dollar  of  the  new  car  rental 
tax  in  Boston).  Consequently,  the  hotel  occupancy  tax  from  new  hotels 
provides  85  percent  of  the  City's  convention  center  cost  revenues  under 
the  House  legislation,  but  only  65  percent  under  the  Senate  legislation. 


Site  acquisition  and  preparation  costs  are  more  important 
in  the  House  legislation  than  in  the  Senate  legislation 

The  projections  for  site  acquisition  and  preparation  costs  in  the  Final  Report  are 
conservative.  In  both  legislative  versions,  the  City  is  responsible  for  the  first 
$157.8  million  of  site  acquisition  and  preparation  costs.  However,  the  projection 
for  this  cost  in  the  House  version  of  the  legislation  is  $130  million,  which  makes 
the  City  responsible  for  the  projected  $130  million  and  the  first  $27.8  million  of 
cost  overruns  and  50  percent  of  anything  over  $205  million,  up  to  $25  million.  By 
contrast,  in  the  Senate  legislation,  the  Commonwealth  is  responsible  for  the 
initial  $47.2  million  in  overruns,  and  the  City  is  responsible  for  the  first  $157.8 
million  and  then  only  50  percent  of  the  portion  over  $205  million,  also  up  to  a 
total  of  $25  million. 

1 Site  acquisition  costs.  The  Final  Report  projects  $133.5  million  as  the  total 
site  acquisition  cost.  Actual  costs  should  be  at  least  $10  million  lower 
because  the  appraisal  methods  used  to  determine  site  acquisition  costs 
in  the  Final  Report  were  based  on  conservative  assumptions  regarding 
property  valuation,  the  acquisition  cost  of  public  land,  and  the  impact 
of  litigation.  In  addition,  the  House  version  excludes  the  hotel  parcel, 
thereby  lowering  costs  by  an  additional  $30  million  to  $40  million. 
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<fl  Site  vrevaration  costs.  The  Final  Report  estimates  site  preparation  costs 

^ to  be  m 2 million.  While  these  costs  are  substantially  lower  than  mitia 
nrofecho^^he  reduction  is  the  result  of  decreased  costs  of  sod  removal 
koL  the  construction  of  a multilevel  garage  and  should  be  achievable. 

Most  importantly,  this  change  in  design  makes  the  initial  projection  of 
$205  million  for  site  acquisition  and  preparation 

total  cost.  While  the  Commonwealth  has  mamtamed  the  $205  million 
as  a cap  on  its  100  percent  responsibility  for  costs,  with  the  firs 
$50  miUion  in  costs  above  $205  mdlion  split  with  the  City,  actual  costs 
are  unlikely  to  reach  even  $205  million. 


Interest  rate  variations  have  a lesser  effect  on  the  total 
outlays  required  for  the  City 

Interest  rates  have  been  relatively  stable  over  the  past  few  years.  Ho'vever  “ 
recently  as  1993-1994  interest  rates  have  been  as  much  as  one  percen 
XSgher  *an  those  projected  in  the  final  report.  If  interest  -tes  rise,  the 
change  in  *e  City's  total  borrowing  costs  would  be  higher  tmder  the  Sen 
Sti^n  becauTe  of  the  inclusion  of  the  hotel  parcels.  At  the  same  time, 
ad^ditional  sources  of  revenue  in  the  Senate  version  provide  a larger  c^hio 
aga^^t  needing  existing  revenues.  Conversely,  if  interest  rates  fall,  the  City  s 

borrowing  costs  would  be  reduced. 

n The  interest  rate  environment  appears  to  be  relatively  stable,  and  the 
current  projections  for  interest  rates  seem  reasonable. 

1 A one  percent  change  has  a large  impact  on  the  City's  outlays, 
particularly  under  the  Senate  version  of  the  bill. 

While  interest  rates  are  an  important  factor,  they  are  the  only  factor  that  is  less 
^rartrthrCiW  the  SeLte  version  than  the  House  version.  As  such,  it 
acmS  dlmpens  tl  difference  between  the  two  versions  of  the  legislation. 


The  City  is  more  likely  to  tap  into  existing  revenues  in 
the  House  version 


Given  that  the  three  variables  discussed  above  “ Zdefthis 

scenario,  all  three  ot  the  crin  discrepancy  leads  to  sigmhcant 
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^ A 20  percent  decrease  in  the  amount  of  new  hotel  construction,  a 
$30  million  increase  in  projected  site  acquisition  and  preparation  costs, 
and  a one  percent  increase  in  interest  rates  represents  a reasonable 
downside  scenario. 

1 Under  the  House  legislation,  the  room  occupancy  fund  would  run  a 
deficit  of  $3.6  million  in  2003  which  would  grow  to  a peak  of 
$6.5  million  in  2005  and  continue  to  run  over  until  2009. 

^ Under  the  Senate  legislation,  the  City  would  not  require  existing 
revenues,  even  under  this  downside  scenario.  Revenues  from  the  car 
and  truck  rental  surcharge,  but  not  from  lease  of  the  hotel  parcel,  would 
be  required  to  maintain  a positive  balance  in  the  fund  under  the 
downside  scenario. 
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RECOMMENDATIONS 


THE  COMMONWEALTH  AND  CITY  CAN  TAKE 
ACTIONS  TO  LOWER  THE  CITY'S  RISK 


The  Legislature's  adoption  of  key  provisions  in  the  Senate 
to  ensure  the  successful  financing  of  the  project.  In  addition,  the  City  can  take 
actions  to  increase  the  likelihood  of  successful  financing.  In  particular,  using  e 
hackney  license  revenue  as  a reserve,  and  fostering  new  hotel  construction 
would  aid  considerably. 


Commonwealth  actions 

1.  The  Commonwealth's  financing  of  the  convention  center  is 

sufficiently  secure  to  confidentiy  proceed  with  this  project.  The  r^g 
of  revenue  sources  proposed  will  be  more  than  adequate  to  finance  the 
Commonwealth's  commitments  and  not  adversely  impact 
burden.  As  a result,  the  Commonwealth's  overall  credit  profile  with 
the  rating  agencies  and  investors  should  not  be  adversely  impacted  by 
the  Legislature's  actions.  Indeed,  the  Commonwealth's  position  is 
secure  enough  to  allow  adoption  of  key  provisions  m the  Senate 
legislation  to  lower  the  City's  risk. 

a Dotetisidesccfiario- A reasonable  downside  scenario  for  the 

Commonwealth  would  be  a 20  percent  decrease  m the  amount  ot 
new  hotel  construction,  a $30  million  increase  in  projected  site 
acauisition  and  preparation  costs,  and  a one  percent  mcrease  m 
Xst  rates,  a 20  percent  decrease  in  Hynes  and  BCEC  convention 
center  volume,  and  a 20  percent  increase  m BCEC  operatmg  costs 
over  projections  in  the  Final  Report. 

b The  Commonwealth's  financing  mechanism  in  both  the  House  and  Senate 
legislation  provides  sufficient  funds  to  allow  successful  financing  of  the 
pfoiect,  even  under  the  reasonable  downside  scenario.  T^is  is  primarily 
due  to  an  increase  in  the  room  occupancy  tax  by  2.3  percent  or  275 
percent  (based  on  the  Senate  and  the  House  versions)  to  establish  a 
convention  center  financing  fee,  the  creahon  of  a convenhon  center 
finance  district,  and  the  addition  of  the  car  and  truck  rental 
surcharge  (which  adds  $11  million  annually).  Even  under  a 
downside  scenario  and  the  establishment  of  an  escrow  account  with 
125  percent  of  the  first  year  debt  requirement  m 2003,  the 
Coi^onwealth's  convention  center  fund  balance  remains  posi  iv 

and  increasingly  grows  through  2012. 
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2.  In  light  of  the  strong  financial  position  of  the  Commonwealth 

regarding  the  convention  center,  the  Legislature  should  adopt  a final 
bill  that  similarly  strengthens  the  City's  financial  position,  including 
the  following: 

a.  Adopt  a provision  that  grants  the  City  a share  of  the  new  tax  on  car  and 
truck  rentals  and/or  authorize  the  City  to  retain  revenue  from  the  lease  of 
hotel  parcels.  This  change  would  create  no  risk  for  the 
Commonwealth  but  would  protect  a positive  balance  in  the  City's 
room  occupancy  excise  fund  should  a downturn  or  change  in  the 
Final  Report  estimates  occur.  The  car  rental  excise  would  generate 
for  Boston  about  $1.3  million  a year  and  the  land  lease  would 
generate  about  $2.0  million  a year. 

b.  Adopt  the  Senate  provisions  for  hotel  triggers  that  must  be  met  before  the 
convention  center  may  proceed.  The  Commonwealth's  ability  to  finance 
its  obligations  is  far  less  dependent  on  the  construction  of  new  hotel 
rooms  than  the  City.  The  City's  reliance  on  new  hotel  rooms  for  65 
to  85  percent  of  its  revenues  for  the  land  costs  ensures  that  new 
hotels  will  be  a high  priority.  Hotel  triggers  in  the  House  legislation 
are  more  strict  than  necessary  to  protect  the  Commonwealth's 
financial  interest.  The  Senate  provisions  require  that  prior  to 

June  30, 1998,  the  Boston  Redevelopment  Authority  and  MCCA 
must  prepare  a market  study  showing  that  not  less  than  2,500  new 
hotel  rooms  will  be  in  service  in  Boston  and  Cambridge  by  the  time 
the  convention  center  opens  for  operation.  That  number  should 
satisfy  the  Commonwealth's  needs  and  is  less  than  the  number  of 
new  hotel  rooms  currently  projected. 

c.  Include  the  City's  share  of  revenues  from  the  new  tax  on  car  and  truck 
rentals,  if  adopted,  in  the  determination  of  the  Commonwealth's 
support  from  the  convention  center  financing  fee  of  the  City's  debt 
service  for  land  costs  until  2002.  The  Commonwealth  has  pledged  to 
assist  the  City  with  interest  payments  until  2002,  making  up  the 
difference  from  its  occupancy  taxes  on  new  hotels  and  the  total 
interest  required.  The  Senate  legislation  that  authorizes  the  car  and 
truck  rental  surcharge  for  Boston  does  not  factor  this  new  revenue  in 
the  amount  paid  the  City. 

d.  Establish  a governance  structure  for  the  MCCA  that  fits  the  increased 
responsibilities  and  the  competitive  challenges  it  will  face.  Somewhere 
between  $665  million  and  $709  million  of  the  taxpayers'  money  will 
be  expended  for  a new  convention  center  in  Boston.  Such  an  amount 
and  the  concomitant  risks  require  that  the  operation  of  this 
investment  be  prudently  and  efficiently  managed  and  that 
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performance  be  adequately  measured,  managed,  and  mcented. 
Bureau  believes  that  as  a matter  of  prmciple  the  Chief  Executive 
Officer  of  the  MCCA  should  be  accountable  to  the  Board  and  serve 

as  its  behest. 


City  actions 


1.  Use  hackney  license  revenue  as  a reserve.  If  the  City  uses  the  haclmey 
license  revenue  as  a reserve  rather  than  as  a means  of  lowermg  the  total 
amount  of  debt,  existing  revenues  will  not  be  required  even  under  t e 
downside  scenario  and  the  House  version  of  the  legislation. 


a The  City's  financing  is  most  tenuous  during  the  period  from 
’ June  30, 2002,  through  2006  as  debt  service  rises  faster  than  revenues 

from  new  hotel  construction. 

b.  Holding  the  hackney  license  revenues  as  a reserve  helps  the  City  to 
adequately  cover  its  obligations  during  this  critical  period  under  a 
downside  scenario. 


2. 


c.  The  City  will  likely  be  able  to  earn  a rate  of  return  on  the  monies 
held  in  reserve  which  meets  or  exceeds  its  cost  of  funds;  thus 
ensuring  that  holding  the  revenues  in  reserve  does  not  impact  the 

City's  net  interest  expense. 

Facilitate  new  hotel  construction.  While  significant  demand  presently 
exists  for  new  hotel  construction,  the  City  will  likely  need  to  take 
actions  to  meet  the  projections  in  the  Final  Report. 


Significant  demand  exists  at  present  for  new  hotel  rooms  with  hotels 
experiencing  high  occupancy  rates  and  high  room  rates. 

Despite  this  demand,  the  City  will  need  to  take  co^tructive  action  to 

facilitate  the  permitting  of  new  hotels.  The  City  s heavy  reliance 

revenues  from  new  hotel  rooms  to  finance  65  to  85  percent  of  its  site 
acquisition  and  preparation  costs  makes  it  necessary  for  the 
pe^itting  of  hotels  in  Boston  to  be  a high  priority  withm  an  overall 

development  plan. 

City  officials  should  market  Boston  aggressively  to  hotel  developers 
and  convention  planners  to  spur  new  hotel  development. 


d Some  form  of  public  assistance  may  be  required  to  encourage 

■ development  of  some  new  hotels.  In  the  past  new  hotel 

construction  in  Boston  has  required  the  use  of  subsidies. 
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The  City  and  the  Commonwealth  can  both  successfully  finance  their  proposed 
portions  of  the  Boston  Convention  and  Exhibition  Center  using  new  sources  of 
revenue  as  long  as  the  Commonwealth  adopts  provisions  to  strengthen  the  City's 
financing  in  the  final  legislation  and  the  City  takes  action  to  ensure  new  hotel 
construction.  The  recommendations  of  this  report  outline  the  required  actions  to 
help  make  the  financing  of  the  convention  center  a success. 
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FINAL  REPORT  ASSUMPTIONS  FOR  COST  AND  REVENUE  MAKE  THE 
FINANCING  MECHANISM  ADEQUATE 
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Projected  new  revenues  are  adequate  to  cover  the  City' s estimated  costs 

The  total  site  acquisition  and  preparation  costs  are  likely  to  be  approximately  $130  rnillion 
under  the  House  legislation  and  $165  million  under  the  Senate  legislation.  The  City  is 
responsible  for  the  first  $157.8  million  of  these  costs  under  both  bills. 
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Outlays  from  the  Room  Occupancy  Fund  will  be  higher  under  the  Senate  legislation 
because  of  the  increased  site  costs.  Under  both  versions,  outlays  will  step  up  in 
2003  as  financing  switches  from  short-term  notes  to  long-term  bonds.  Outlays  rise 
moderately  thereafter,  reflecting  increasing  principal  payments. 
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Source;  Smith  Barney;  McKinsey  analysis 


There  is  an  opportunity  cost  to  the  City 

New  sources  of  revenue  that  the  City  will  receive  even  if  the  convention  center  is 
not  built  are  required  to  finance  the  debt  service  and  represent  an  opportunity  cost. 
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The  opportunity  cost  which  results  from  the  use  of  revenues  from  the  sale  of 
hackney  licenses  and  occupancy  tax  on  baseline  hotels  to  finance  the  convention 
center  must  be  balanced  against  the  projected  benefits. 
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The  presence  of  significant  pent-up  demand  for  hotel  space  and  the  conservative 
nature  of  the  growth  rates  used  to  project  new  hotel  construction  from  baseline 
demand  make  the  projections  for  new  baseline  demand  seem  reasonable. 


cvi 

o 

CM 


CO 

o 

o 

CM 


CM 

I 

o> 

Gi 


c 

o 

'(/) 

w 

a> 

o 

0) 

u- 

0) 

0) 

o 

c 

CO 


•ill 

I §« 

Jl  CC  Q. 

c 15  5 

o C 
(0  .2  0) 
o ■55  Q. 
CD  « £ 

.2  0)  CO 

W -B  -S 
^ 


(/) 

1 ° 

B % 

<D  cc 

-5 

OJ  c 
to 

CO  ^ 
S3  0) 

.2  B 
B •- 

CO  *0 
0 

s:  (0 
=» 

TJ 
C 
D)  0 

0 E 

fC  0 

I-  TJ 


0 

,0 

O 

Ic 

0 


o ^ 


c 

0 


0 

o 

.to 

o »- 
o o 


O 

Z 

< 

LU 

Q 

LU 

I- 

o 

z 

LU 


LU 

(/) 

< 

m 


II 


CO 

C3> 

cy> 


10 

CD 


CD 


CO 

CD 


CM 

CD 


CD 


O 

CD 


CD 

00 

CD 


c 

o 

(0 

o 

m 


w 

T3 

0 

0 

♦-* 

0 

0 

■c 

0 

k- 

C 

0 

0 

'o 

U- 

c. 

(0. 

0 

cc 

0. 

0 

k- 

CD 

CD 

0 

CD 

CD 

1 

CD 

0 

k- 

00 

0 

CD 

> 

0 

o 

03 


Greater  Boston  includes  Boston,  Cambridge,  and  Route  128 


New  hotel  construction  from  convention  center  demand  is  driven  by  both 
convention  center  volume  3nd  demsnd/sttendee. 
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Excludes  340  corporate  and  timeshare  rooms 
BRA  = Boston  Redevelopment  Authority 
Excludes  Sheraton  hotel  reduction  of  57  rooms 


A 20%  decrease  in  new  hotel  construction  means  the  City  will  have  a balance  of 
only  $50,000  in  2003  under  the  House  legislation. 
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Site  acquisition  and  preparation  costs  are  more  important  in  the  House 
legislation  than  in  the  Senate  legislation 

Actual  size  acquisition  cost  will  likely  be  lower  than  the  $133.5  million  projected  by 
the  consultants  who  prepared  the  Final  Report. 
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Site  costs  are  likely  to  be  far  less  than  the  $205  million  projected  in  the  interim 
report.  This  decrease  is  attributable  to  both  decreased  acquisition  costs  and 
preparation  costs,  but  not  to  a reclassification  of  expenses. 
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Over  the  past  five  years,  during  a period  of  stable  inflation,  municipal  bond  rates  peaked 
at  6.75  percent,  1 percent  higher  than  the  projected  rate. 
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A 1%  increase  in  interest  rates  results  in  a minimum  Room  Occupancy  Fund  balance 
of  $500,000  under  the  House  legislation  and  $2.7  million  under  the  Senate  legislation. 
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* Assumes  City  leaves  occupancy  tax  at  4.0% 
BO-ZXW267/970908BahHR1 


Revenues  from  the  sale  of  260  hackney  licenses  will  generate  approximately 
$20.8  million. 
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The  City  is  at  risk  of  using  $3.6  million  of  existing  revenue  in  2003  under  a downside 
scenario  if  the  House  legislation  is  enacted.  That  deficit  would  peak  in  2005  at 
$6.5  million  and  continue  to  run  over  until  2009.  Under  the  Senate  legislation,  the 
City  does  not  require  existing  revenues,  even  under  a downside  scenario. 
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The  City  can  take  actions  to  spur  development  of  new  hotel  rooms. 
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FINANCING  MECHANISM  FOR  COMMONWEALTH’S  SHARE  OF  BCEC  COSTS 
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ROOM  OCCUPANCY  FUND  BALANCE  IF  ONLY  4,500  CURRENTLY  PROJECTED  HOTEL  ROOMS  ARE  BUILT 
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